ANNUAL REPORT 1998-1999

Thefollowing isthe Statement of CHFA's Chairman and Executive Director from the 1998-1999
Annua Report, Pursuing Partnerships for Affordable Housing. Assuch, this statement is an
Executive Summary of the Annual Report. A printed copy of this Annua Report may be requested a
mar keting.chfa.ca.gov or by cdling 800-789-CH FA (789-2432).

CHAIRMAN & DIRECTOR'SMESSAGE

Pursuing Partnerships for Affordable Housing isnot new to CHFA, for establishing
partnerships has dways been one of the tools we have used in seeking out ways to maximize our ability
to deliver loan products to create affordable housing. However, partnerships, both narrowly and
broadly defined, have taken on an added importance as we reflect back on thisfisca year and on the
rapidly changing new environment in which we now find oursalves. This environment of change is most
notable in the fresh leadership of the new adminigtrations of Governor Gray Davis and State Treasurer
Phil Angelides, each with an expressed interest in improving housing. In thistrangtiona year we have
been furthering our ability to reach out and create new relationships, not only a the State level, but Aso
with other loca housing partners, to essentidly build upon dl of our talents, strengths, resources and
abilities. Thisis espedidly important in an incressingly difficult environment for affordable housing, not
the least of which is Cdifornias continued explosive growth in population, with the resulting increase in
demand for housing for working families and a soon to be retiring generation of baby boomers.

Some little known facts about California.. . .

* The Stateis home today to an estimated 33 million people, or about 12% of the U.S. population. It
Is expected that over the next decade Cdiforniawill attract three million new jobs and add more than
gx million people.

* Over the next 20 years the population of Californiawill grow by 36%. However, people age 65+
will increase by more than twice the population growth -- 77%.

There are seriousindications of a looming housing crisisin California, particularly in affordable

housing. Among the indicators are:

* Cdiforniahas 11 of the top 25 least affordable metropolitan areas in the country.

* Housing codts are outpacing incomes for very low- to moderate-income families with over hdf of the
renters and one-third of the homeowners paying more than 30% of their monthly income for housing.

* Economigts project that Cdifornia will need at least 200,000 to 250,000 housing units annudly for
the next decade. However, in recent years building permits have only been issued for about 100,000
annudly.

* Therate of homeownership is 49th among the 50 states, nearly 10 percentage points off the nationa
average.

And if that were not enough . . .
* Federd subsdiesare ending for 110,000 apartment units. Seventy-five percent of these units are
eligible to move to market rate rents.



* Class gze reduction and enrollment increases will create a need for 125,000 to 150,000 teachers
over the next five years. Cdifornia colleges and universities will be unable to "grow” these teechers,
50 they will have to come from other places, where affordable housing is relatively abundant.

* Not al code enforcement activities, which are designed to assure some basic leve of livability, are
working -- 35,000 rentd unitsin Los Angeles have toilets that don't flush.

* Southern Cdifornia employees cite housing costs or long commuites as key reasons for job

departure.

Given dl this, the challenge is even greater for us. The Agency, in thisyear of trangtion, is forging
new partnerships to leverage limited housing dollars to achieve the maximum benefit for those who
desperately need affordable housing, both to purchase and to rent. We have pushed oursalvesin this
kind of an environment to create new opportunities and to think "outsde the box" for gpproaches that
aren't just status quo or business-as-usud for us, but innovative approaches that can be viable in today's
marketplace. Frankly, the marketplace is changing so dramaticaly that we have to be flexible enough to
reinvent ourselves every Monday morning so that we are relevant to the world around us and in asense
becoming more entrepreneurid to be successful in an ever changing world.

We have assembled under the CHFA roof the most talented, innovative and committed professiona
gaff and an incredibly taented Board of Directors, dl with an unmatched collective wedth of varied
experiencein finance, red estate development and marketing. CHFA has also been blessed with new
Board members who have added their depth of knowledge and strengths to make the CHFA Board
even richer when combined with existing members who have been working in the housing arenafor dl
of their professiona careers. We would be remissif we did not acknowledge the contributions of
outgoing Board members Treasurer Matt Fong and his dternate Don Maddy; Business, Trangportation
and Housing Agency Secretary Dean Dunphy and his dternate Bill Brennan; Office of Planning and
Research Director Paul Miner; Department of Finance Director Craig Brown; Department of the
Housing and Community Development Director Rich Malory; and Bijan Kian from the private sector.

CHFA's primary source of capital continues to be tax-exempt private activity bonds (PAB) or as
used by CHFA, mortgage revenue bonds. The demand for these scarce funds, Smply stated, is such
that for every dollar of PAB dlocation thereis four dollarsin gpplications. For the past four years,
CHFA has been playing aleading role (both among state housing finance agencies and with a broad
based codition of housing and economic development interests) in advocacy effortsin Congress to
increase the dlocation of PABs which Cdiforniareceives. The most recent measure to accomplish this
isH.R. 864/S. 459* which, if they become law, will increase Cdifornias PAB dlocation by over $800
million. We are hopeful that, dong with early support we received from Governor Davis and Treasurer
Angdlides, our effortsthis year in garnering 91% of our Congressiona delegation as cosponsors of H.R.
864/S. 459* (resulting in the largest number of cogponsors for any tax bill in this sesson) will proveto
be successful, not only for the benefit of CHFA borrowers, but al those who utilize the much needed
capitd funding which results

CHFA isgrowing and improving. Our business plan set agod of $900 million in single family loans
for thisyear. Instead, we exceeded that by making over $930 million in single family loans. In May, the
Board, with votes from the new State Treasurer Angdides and the new Secretary of the Business,
Trangportation and Housing Agency, Maria Contreras-Sweet, adopted anew $7.2 billion Five-Y ear
Business Plan, which sets an even higher god of one billion dollars a year in new single family loans --
thisin direct response to acdl from Governor Davisto do so. Thiswould result in the highest per year



loan production in CHFA higtory. The god for multifamily loan production is $190 million for the
coming fiscal year. The plan dso anticipates that the California Housing Loan Insurance Fund
(CaHLIF) will create $387 million in mortgage insurance. The economic impact of just the new
construction component of this five-year plan is estimated at 82,000 jobs.

All multifamily project loans are approved by the CHFA Board of Directors. During the year, the
Board acted favorably in granting over $110 million in find commitments for 22 projects with 1,833
units.

The preservation of multifamily affordable housing continues to be a chdlenge for CHFA. Wedill
have not struck the right mix on this preservation issue. But, the Board and Staff are continualy
searching for ways to preserve affordable housing, particularly as aresult of the 20-year expirations on
the Section 8 housing contracts. That's NOT an easy task, since owners have the right to opt out of the
program. While on the one hand we are trying to reach out and form new partnerships, on the other,
we are trying to retain some of the affordability through partnerships that have existed for the past 20
plusyears.

The Agency worked in partnership with the State L egidature, nonprofit developers and the building
industry to provide technical assistance in the drafting of Proposition 1A, aschool finance reform
measure gpproved by the voters on the November 1998 ballot. The measure calls for arebate of
school fees which can then be used for down payment assistance for those buying a new home, or to
assure long-term affordakility of selected unitsin new multifamily developments. CHFA will administer
the implementation of thisnew program which will run over the next four years.

Aswe gpproach the year 2000, the bond investment community can be assured, as can the CHFA
lenders and borrowers, that CHFA's computer systems have been tested and certified to be Y2K
compliant. We have dso surveyed CHFA lenders and loan servicers, and at this point, 98% are Y 2K
compliant. In addition, CHFA has a business continuity plan in place to ded with contingencies out of
our control, such as a prolonged power outage.

CHFA bond ratings were upgraded by both the bond rating agencies. Standard & Poor's from A+
to AA- and Moody's from Al to Aa3.

In October 1998, the Nationd Council of State Housing Agencies at their annua conference,
recognized CHFA with two (out of 11) of their Annual Awards for Program Excellence. Inthe
category of Rental Housing: Empowering New Renters, Marin City USA received the Program
Excdlence Award, and the CHFA Specia Needs Loan Program received the Program Excellence
Award for Special Housing Needs category. Our Lender Access System received a Significant
Achievement Award (one of 14) for Management Innovation. No other state received multiple
awards for Program Excellence.

We will never be complacent or accept that housing istoo difficult in Cdiforniafor us. To that end,
CHFA, dong with other housing providers, beieve that the best solution to produce more affordable
housing is to maximize and leverage scarce public sector resources and to "incentivize' the private
sector. In doing so, we will continue in our quest to seek out new opportunities by Pursuing
Partnerships for Affordable Housing.



Clark E. Wdllace
Chairman of the Board

Theresa A. Parker
Executive Director

*H.R. 864/S. 459 - these bills were included in the tax bill which has been vetoed by President Clinton.
We continue our efforts with the Cdifornia Congressond delegetion urging them to include the
provison of these bills and any compromise tax bill adopted.

A printed copy of this Annual Report may be requested at
mar keting.chfa.ca.gov or by cdling 800-789-CH FA (789-2432).



